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ABSTRACT 

A study of the impact of economic differentiation on 
institutional pricing and expenditure policies, higher education 
public policy, and governance in public colleges and universities is 
described. It is suggested that economic differentiation is a likely 
determinant of variation in institutional expenditure and pricing 
policies and higher education public policy among the states. A 
series of public policy initiatives are described that may affect the 
autonomy and governance of public colleges and universities in 
different states. Since attitudes and perceptions of go.vernment 
agency and institutional officials are the key ingredients in public 
policy research, a multifaceted research design is employed to ensure 
data validity. Research subjects include officials of the state 
coordinating board, public college administrators, and higher 
education state committee members and support staff. Three research 
techniques have been selected to identify public policy initiatives 
and priorities of government agencies: absolute scale technique, 
rank-order technique, and open-end technique. In addition, published 
documents, survey techniques, and in-depth interviews are sources of 
research data. A matrix of research hypotheses, research indicators, 
and data collection procedures are presented. Finally, a discussion 
of the implications of public policy for institutional finance in the 
next decade is included. (SW) 
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The expenditure and pricing policies of higher education are not a new 
topic in the policy agenda of. state agencies. Control over rapidly rising 
college and university expenditures and costs, however, has become an increas- 
ingly salient issue anx)ng students, families, local governments, and state and 
federal agencies. A heightened sensitivity to the issue has been occasioned 
by four important factors that could appreciably alter the pattern of federal 
and state support for higher education in the decade ahead and lead to increased 
student costs in public institutions: 

° federal initiatives to cut back entitlement and financial aid programs 
o 

state revenues which fail to keep pace with beginning-of~the-year fiscal 
project ions 

continuing debate over the distribution of cuts in the state budget 
among higher education and human services 

increased college and university reliance on private sector revenue for 
support oT academic programs, staff, and services 

Will public policy intervention directed toward control over the expendi- 
ture and pricing policies of public higher education institutions become a 
priority item for agencies of state government in the 1980's? If so, what are 
the inost likely policy inititatives that will be advanced by state agencies and 
v/hat are their implications for governance in public colleges and universities? 
Will thebe policy initiatives differ by state in accord with regional econ- 
omic conditions or will their advent be uniform across all states? If ^Vegion- 
alization" has occured in higher education with public policy assuming a 
different form in different states, wili institution 1 finance strategies vary 
by state depending on economic conditions? This research paper will describe 
a national Uudy currently in progress to determine the impact of economic 
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differentiation on institutional pricing and expenditure policies, higher 
educ<ition public policy, and governance in public colleges and universities. 

CONDITIONS FOR PUBLIC POLICY IMPRESS ON INSTITUTIONAL AUTONOMY 
Three factors in combination are proposed to lead to a discernible public 
policy impress on the autonomy of public colleges and universities. First, 
differential economic conditions anx^ng the states — whose collective appropria- 
tions comprise thirty percent of the total dollars spent on higher education 
in the United States — can signficantly alter the flow of resources to higher 
education.' The high unemployment rates associated with economic recession 
serve to reduce state revenues and Increase pressure for spending on social 
services. Similarly, a decline in the inflation rate has the effect of re- 
ducing the flow of resources into state treasuries. Since states are foTBT^den 
by law or tradition to operate at a deficit budget, reductions in appropriations 
to higher education are a commonly utilized method for bringing state revenues 
into line with fiscal projections- Second, because centralization of decision- 
making capability and expansion of information systems to make decisions are 
coiiMDon tendencies exhibited by complex organizations in a recessionary economy, 
it IS reasonable to expect that higher education coordinating boards in states 
oxper iencinq f iscal stress will: l) expand tlieir information requirements t^^ 
support budget decisions and 2) establish centralized appropriations policies 
and procedures to improve the efficiency and quality of resource allocation 
di»cisions. Without procedures for centralized information collection and 
analysis, state agencies would be an unnecessary adjunct to state legislatures 
in the appropriations process. 

The third factor leading to public policy impress on institutional auton- 
omy Is that of institutional expenditure and pricing policies. As higher 
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education expenditures increase or revenues from state and local funding 
sources decline, colleges and universities will increase student costs to achieve 
balance between revenue and expenditures (Deitch, 1978; Bowen, I98O). Public 
institutions can employ a number of methods to reduce expenditures or increase 
revenues in response to a reduction in state appropriations. Among the options 
civail.ible are across-the-board cuts, selective reduction, enrollment ceilings, 
tuition price increases, increasing productivity through increments in class 
si/e and faculty load, and diversification of revenue sources to include private- 
sector orqanizat ions. The issue for public policy consideration by higher ed- 
ucation coordinating boards in economically depressed states is that of devising 
policies to liniit appropriations, and thereby to control expenditures, while 
sifuul taneously controlling the cost of education to students through imposition 
oi tuition pricing policies. Institutional autonomy, thus, could be impacted 
through increasing state control relative to expenditures and tuition pricing 
unless tilternative sources of revenue are located to maintain the existing 
balance between revenue and expenditures. 

In the present study, a relationship is postulated between the following 
research variables; 1) differentiation of economic conditions and higher ed- 
ucation appropriations in selected states, 2) public college and university 
expenditure and pricing policies, 3) the public policy initiatives of state 
governraent agencies, and k) conditions for higher education governance in 
selected states. A series of public policy initiatives are described which 
may portend varying degrees of impact relative to the autonomy and governance 
of public colleges and universities in different states. The paper concludes 
with a discussion of the implications of public policy for institutional finance 
in the decade ahead. 
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ECONOMIC DIFFERENTIATION 
Technical data published by the U.S. Bureau of Census, state labor depart- 
rT)ents, and regional councils of government since 1980 provide documentary 
evidence of a shift in capital and hurr^n resources among the states. The de- 
pendency of northern industrial states on energy- i ntens i ve industries and un- 
certain energy supplies combined with out-migration of industry and population 
to the sunbelt states, has resulted in geographic differences in 1) the con- 
dition of the state economy, 2) the financial resources available to higher 
education, and 3) the demand for access to higher education among population 
subqroups. The process of differentiation in economic condl t ions--hereaf ter 
referred to as "economic di fferentiation"--can be measured by a number of 
indicators. Economic measures such as current and historical data on state 
revenue growth rates, unemployment, inflation, business and industrial closings, 
industrial production, plant utilization, new business and industry, etc., can 
be tabulated on a state-by-state basis to determine the extent of economic 
differentiation and the effects of such differentiation on higher education 
appropr i at i ons . 

Although economic differentiation has been given ample consideration in 
the literature in terms of its impact on higher education appropriations, it 
has not been the subject of empirical research vis-a-vis its role as a deter- 
minant of fiic|her education public policy. Decision makers in state agencies 
and public colleges and universities tend not to study the future direction 
of public policy, but rath'^r to analyze its consequences once established. 
Determination of the relationship of economic differentiation to higher ed- 
ucation public policy is Important because it serves to highlight influences 
on institutional expenditure and pricing policies and specifically on college 
governance as it is defined in this study. 
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In summary, economic differentiation is a likely determinant of variation 
in institutional expenditure and pricing policies and higher education public 
policy among the states. Differentiation will vary the conditions for gover- 
nance depending on the future direction of public policy and will shape the 
linance strategies employed by public colleges and universities in different 
states. If this conceptual structure is correct, the degree to which economic 
conditions vary amng the states would correlate highly with n)easures of dif- 
ference in 1) institutional expenditure and pricing policies, 2) higher edu- 
c<uion [ujblic policy, 3) conditions for governance, and k) institutional finance 
St r itoq ies . 

EXPENDITURES, PRICING AND PUBLIC POLICY 
Expenditures an d Pricing . Public policy shapes, and is shaped by, higher 
education expenditure and pricing policies. Expenditures are, after all, im- 
portant to those agencies and individuals proviciing revenue for institutional 
sponvlifvj and receiving the benefits of spending. Prices are a variable index 
which influence demand for, and acquisition of, higher education. State legis- 
latures and coordinating boards are seldom indifferent to college and university 
expenditures and tuition charges are a critical concern to students. 

Jht- tern '^expendi ture" refers to the costs incurred by pos tsecondary 
institutions for goods and services used in the conduct of institutional oper- 
ations. They include the acquisition cost of equipnent and supplies, staff 
salaries and benefits, facilities, and utilities. While the term "price" 
usually refers to an explicit rate of exchange between money and goods and ser- 
vices in an organized market, its use is more specific in the higher education 
iiiarkelf>lacr . A price reoresents the connection between the student's use of 
resources to obtain access to postsecondary education programs and services 
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and the perceived benefits of access received by the individual prior to the 
actual achievement of that benefit (Hoenack, I982) . For example, the perceived 
benefits of instruction 'n hiqh demand, pre-baccalaureate technical programs 
In terms of the job market may influence a student to enroll in a public com- 
munity college. Grants-in-aid, student loans, and tuition charges all constitute 
prices that influence the behavior of students relative to choices about: 
1) whether or not they seek c'^ccess to higher education, 2) what type of insti- 
tution to attend, 3) enrollment in liberal arts, technical, or pre-profess ional 
prf)qrains, and k) whether or not to continue enrollment in the face of changing 
economic and social conditions. 

Prices perfonr. anallocative role in higher education. The influences of 
prices on student choice partially determine enrollment levels in colleges and 
deqrf»e programs. The prices reflected in tuition charges facing students 
partially deterrnine the amount of student subsidization from federal and state 
agencies and the corresponding institutional expenditures per student to provide 
educational services. Taken together, prices and expenditures are a catalyst 
for the formulation of public policy. They influence the public policy initia- 
tives of state and federal agencies designed to cope with issues of student 
access, cost, and subsidization. Prices and expenditures, however, vary in 
accord with the condition of the economy in different states. Therefore, the 
scopi' and content of public policy in higher education is shaped by the com- 
bined influences of Institutional pricing and expenditures as well as the 
ecoru)! ic (.otuJilion oi specHic states. 

P u[)l if Pol Icy . The tern "public policy" is used here to denote the 
'.orplt^x of initiative., decisions, directives, and legislation advanced by 
,,jr;Kit', oftiLial , of state ({overnment that establish a pf)]icy direction 

for hiqher education institutions in decisions rr^ated to enrollment 
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and finance. State agencies formulate policy for higher education based on 
asscsstuent of public attitudes toward critical educational issues. Public 
policy can assume many forms and address many problems, but for the purposes 
of this study, it is limited to eight fundamental issues which affect the self- 
interests of state agencies as they relate to public higher education: 
expansion of access, diversity of choice, cost containment, quality, produc- 
tivity, governance, institutional subsidization, and student subsidization. 

Col leqe and university expenditure and pricing policies are difficult to 
-x.it'jjf t.» in icrins of implications for public policy because the narrow self- 
ifittMtsLs of individuals and institutions acquiring or not acquiring benefits 
IfMul to permeate discussion. Institutional enrollment and tuition pricing 
policies, for example, adopted in response to rising or declining state appro- 
priations cannot but have a considerable impact on external perceptions of 
institutional performance and priorities. Such perceptions constitute the 
seiiln.il fjround for public policy formulation as the following examples of the 
ltnka;e between state economic conditions, institutional expenditure and 
prlcluj policies, and higher education public policy might suggest: 



S t.a te Ecopoiiii c 
Cond i 1 1 on 



Institutional Expen- 
diture and Pricing 
Pol icies 



Focus of 
Higher Education 
Publ ic Pol icy 



dec I i ni p'j (^conoin/ 



rising student costs 
(tuition pricing) 



cost containment 



cicc 1 1 n I rv; economy 



reduction in insti- 
tutional programs , 
staff, & expenditures 



qua 1 i ty 



fN f)no!^nc growth 



expansion in programs, 
staff, & expenditures 



! nst i tut iona 1 pro- 
duct i vi ty 



econoniic growth 



e»xpansron in enro 



inent 



expanded access 
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Although in most contexts public policy is viewed as a determining factor 
in institutional policy formulation, in this paper the term is used in a more 
reactive or counteractive sense. It reflects the fact that, because institu- 
tional expenditure and pricing policies can have a demonstrable effect on in- 
stitutional constituences (e.g., reduction in student access, diminishment of 
program quality and reduction in available services), policy initiatives may 
be advanced by state agencies and officials as a means to neutralize or negate 
the undesirable effects of institutional policy on external constituencies. 
This .ipproach accommodates the possibility that the shape of higher education 
public policy may depend more on the capacity of administrators to cultivate 
specific external perceptions of the impact of regional economic conditions 
and institutional policies than on the independent actions of policy mai<ers. 
It also opens an interesting arena of descriptive analyses aimed at identify- 
ing higher education public policy initiatives and priorities in different 
states and linking these initiatives with regional economic conditions and 
institutional expenditure and pricing policies. 

INSTITUTIONAL GOVERNANCE 
The specification of how higher education expenditure and pricing trends 
rel.ue to public policy and the impact of these factors on institutional 
autonomy is essenti--J i1 college and university administrators are to make 
accurate decisions regarding the development and management of institutional 
revenue markets. For example, it is important to understand the constraints 
on inscitut ional autonomy posed by a shift in institutional policy to greater 
dependence on state and federal government agencies for financial support. 
Policy initiatives ore likely to be advanced by state agencies guiding insti- 
tutional "decisions related to expenditures, tuition pricing, and enrollment 
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ass5ci<aecl with variable levels of revenue forthcoming from the state and 
federal sources. The public policy implications associated with changing 
patterns of state control over public colleges and universities cannot but 
have an impact on in.>t i tut ional autonomy as administrators experience a loss 
of control over decisions (e.g., tuition pricing, resource allocation, and 
enrollment and '^.taffincj level^.) that traditionally have remained the province 
of the institution and its governing board. 

RESEARCH MODEL 

T'> rx.jiiilMo the relationship between higher education expenditure and 
pricing po 1 i c and public policy in states with variable economic conditions, 
\\ Is ru'cessary to present a model for research which organizes relationships 
I'lir.c the reseirch v-itiables. This exercise requires the specification of in- 
.titut; and env i ronfiienta 1 factors which underlie specific public policy 

Initi Hives and then of tlie Impact of these initiatl.ves on institutional 
.jutMnofty an'i firKince strategies. A public policy impress model (Figure 1) is 
aJvaticed to or(^ani/e relationships among the research variables-' This model 
is coniprised of four stages: Economic Differentiation, Agency and Institutional 
policies. Public Policy Inipresc, and Institutional Governance and Finance 
St r cj U'^n es . Fol lowing is a description of the stages in the model and the 
tesearch v.irlables that are the subject of analysis in each stage. 

Stage One: Econoriic Differentiation . A composite index of the financial 
(ofiditlori of ci stale measured in terms of general economic indicators and 
rever>iies allocated to higher education. Indicators of state fiscal condition 
Inchuie historic.il and comparative data on actual revenue collections versus 
projected collections, rate of unemployment, volume and percentage of state 
revenues spent for '.ocial services, rate of inflation, state revenue growth 
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Agency & Institutional Policies 
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INSTITUTIONAL PRICING 
exPENDtTURE POLICIES 

tfiit i tut iona I pol i t i tu 
ddjubt expenditures and 
pr i c • n9 to avat t I ab ) e 
revtrnueb vib-a-vis state 
econtxnic condition & 
dppropr ia t ion policies; 

-ceiHrig on enronmenfb 

-acrobb-the-bocird budget 
cutbacks 

"bclective budget reduc- 
t ions 

- resource rea I locat ion 

-Increase cost of tuition 
to generate additional 
revenue 

- increase class size & 
enrol Imcnt 



STAGE 1 
Institutional Governance 

L, 

INS T I T UTI ONAL JIN ANC£ iJR Alt GjJ S 

-diversification 6f revenue 
sources to include private- 
sector organizations 

-argument for expan*jion of 
state & formuld t^ provide 
"upside" & "downside" pro- 
tection for posts^condar/ 
institutions experTencing 
gains & declines in enrolment 

-liaison with state Ipgislature 
to increase state aid appro- 
priation as a "fair share" of 
the state revenue & expendlture.,1 
budget 

-negotiation with state agencies 
to remove enrollment-bdsed 
formi/la funding as a mechanism 
for lUocation of resources to 
publ ic '^)ostsecondary institu- | 

Li!!l I 



STAGE 3 
Public Policy Impress 



PU6LIC POLICY INniAUVES 
(STATE LEVEL) 

Public policy initiatives 
& priorities established 
by state government agencies 
to adjust institutional pol- 
icies to state social S econ- 
omic conditionb & need**: 

-expansion of access 

-dlversitv of choice 

-cost containment 

-qual i ty 

-product ivi ty 

-governance 

-i ns t i tut ional subs i d i za- 
t ion 

-student subsidization 



P'jtjiic polit:y impress ft 
t:ipdcity of institution 
for 'ael f -governance as 
ine.jsured by: 

-me3*.'jrdbl e internal 
change in institutional 
finance i enrollment 
policies (between stages 
two S three) 

- init i tut lonjl I state 
agency perceptions of 
the future revenue mix 
for two-year & four- 
year institutions 

- impl eir.entat ion of new 
finance & enrol Iment 
pol icies in publ ic 
postsecondary Institu- 
tions via state agency 
mandate 
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r iti's. iDuiistrirjl production, plant utilization, volume and percentage of state 

• . s};<Mit oil hi^jher education, per capita spending for higher education, 

<Ht i husint'ss irnl industrial closings. 

Multip.e source dula are available to provide an assessment of state fis- 
' il cruidltions IncludirKi published state reports, state fiscal projections, and 
iiivite sector reports. Data on state revenue available to higher education 
n'i.t necessarHy be Interpreted with caution, hov/ever, for the followinq reasons 
I; lt;cl5>Ions regulating the flow of revenue to higher education are determined, 
:! p-n t , by pf)litical expediency and do not necessarily reflect changes in 
state tiscjl cofuiitions, and 2) it may be impossible to control for extraneous 
v.h! ihles that enter the appropriations process such as the political skills 
'>f ./allege and university administrators and the effects of such skills on 
i'-tijii appropriations to the institution. Numerous case studies can be attest 
t > t^r? ^'ffect ot individual negotiation and rspresentat ion skills on resource 
Je . i s i ons ntade by s ta I e agenc i es . 

Stdcje Two: Agency and Institutional Polici es. An index of ]) the pat- 
tern of state agency appropriations to public colleges and universities from 

1) /i> to IjBz in relationship to the number and variety of volume indicators 
used to describe the budgetary needs of public postsecondary institutions and 
/) tl)e exfendhufe and [dicing policies adopted by colleges and universities 
to adjust to changing state fiscal conditions. Volume indicators are quanti- 
tative data tfiat describe enrollment, programs, faculty and staff, energy 
costs, and facilities. Frequently used by state agencies to guide the allo- 
cation of resources to public two-year and four-year institutions, a change 
in the number and type of indicators used in appropriations decisions can re- 
sult in a significant change in: l) the allocation of resources to a college, 

2) the level and type of categorical expenditures in the institutions, and 
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3) the cost of educati(;n for students. 

EconoiTiic differentiation and state appropriations policies are viewed as 
a <leterminant of institutional pricing and expenditure 'policies in the research 
(Dodel . Numerous pricing and expenditure policies can be adopted by public 
colleges and universities to adjust to changing state appropriations in periods 
of economic stress. Sonic commonly used ''policies" follow: 

1) Institutions can place a ceiling on institutional and programmatic 
enrollments to control instructional expenditures. 

2) Across-the-board and selective budget reductions can be implemented 
to reduce institutional expenditures in accord with changing 
appropriations pol icies. 

3) Faculty and administrators can effect changes in the internal alloca- 
tion of resources to modify expenditures in response to reductions 

in state appropriation growth rates. 

h) Enrollment can be increased through increments in class size to 

improve institutional productivity and increase tuition revenue as 
a replacement for lost state aid. 

5) College and university administrators can increase the cost of tuition, 
holding student enrollment constant, to generate additional revenue to 
offset the impact of changing appropriations policies. 

6) Efforts can be made to reduce institutional dependence on state aid 
as a revenue source through diversification of resource development 
strategies to increase the flow of revenue from non-traditional 
sources (e.g., business and industry, alumni, private gifts, founda- 
tions, etc.) 

Stage Three: Public Policy Impres s. Each of the pricing and expenditure 
policy alternatives presented above has a differential impact on the clientele 
served by public colleges and universities and, to a limited extent, the public 
policy agenda of state agencies. For example, institutional attempts to con- 
trol instructional expenditures through reductions in the operating budget can 
serve to diminish program quacvt.ij. They can also serve as a stimulus for public 
policy initiatives by agencies of state and federal government alined toward 
liberalizing institutional subsidization policies to include categorical 
assistance to public colleges and universities for program, development, 
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renewal, and preservation. Such policy initiatives would have the effect of 
^.ustdi ni nr) progrniTO while simultaneously iinproving quality to offset the de- 
loterious effects of lost state aid, 

Similar in design, but different in impact^ would be the efforts of public 
postsecondary institutions to raise additional revenue to meet rising expen- 
ditures by increasing the cost of tuition. The public policy issue of co/^t 
cowtaim^v.X v4ou\d invariably receive attention from state agencies as increase 
irnj nunjbers of students mny be '^priced out" of the higher education market by 
risinq tuition rates. Escalating tuition rates among postsecondary institutions 
would have the eff'-ct of inhibiting student demand depending on program and 
geographic factors and therefore may serve to limit growth for particular 
sectors of the postsecondary education market. The absence of attention to 
cost containment policies could lead to a continuous cycle of enrollment 
declines and state aid reductions as the disparity widens between institutional 
costs and student ability to pay in a period of economic change. 

Another example of a public policy initiative associated with institutional 
expenditure and pricing policies is the possible emergence of QOvQJinanCLt 
as an issue wfien intitutions are subjected to complex state aid formulas, 
declining appropriations, and indirect state control over pricing and expendi- 
ture p(^licies. The ability of an institution to make independent decisions 
regarding its mission, goals, and programs can erode gradually in the face of 
tightening state controls on the acquisition and expenditure of fiscal re- 
sources. Analysis of the fiscal policies and procedures employed by state 
agencies to guide the preparation of institutional budget requests and estab- 
lishment of tuition price policies would make a substantial contribution to 
understanding the effects state government policies on institutional governance. 

Stage Four; Institutional Governance and Finance Straregies . For the 
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purposes of this paper, the autonomy of public colleges and universities is 
evaluated in tenns of: 1) the degree of institutional freedom to assign 
resources to expenditure categories in the college budget (instruction and 
research, institutional support services, maintenance and operations, academic 
support services, etc.); 2) the ability to establish institutional enrollment 
quotas and projections independent of state agency input or adjustment in re- 
lationship to enrollment-driven funding formulas; and 3) the ability to establish 
tuition prices without intervention by state agencies. State agencies interested 
Irj the public policy issue of cost containment will almost certainly place tight 
controls on institutional expenditures, tuition pricing, and enrollment levels. 
Conversely^ state aqencics interested in expanding access to higher education 
can i)e expected to withfiold contraints on enrollment and expenditure levels and 
thereby encouraqe enrollment of new students in public colleges and universities. 

Institutional finance strategies, the long- and short-term methods used 
by colleqes and universities to baiance revenues and expenditures, would tend 
to center on the development of private-sector revenue in economically depressed 
states. Although the manifest objective would be aversion of the negative im- 
f>/icts of diminishing state aid (e.g., program cuts, enrollment limitations, 
erosion In quality), the latent objective would be augmentation of institutional 
autonomy throuqh utilization of private-sector revenue to support college pro- 
qrarTis. Thus, institutional finance strategies can be said to be a function of 
the public policy initiatives of state agencies and to reflect the revenues 
that colletjes and universities expect to receive as well as their perception of 
file deqree of oporatinq freedom to allocate resources to programs and services. 



RESEARCH SUPPOSITIONS 
Keeping in mind the relationship between economic differentiation, state 
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appropriation policies, institutional pricing and expenditure policies, public 

policy initiatives, and institutional autonomy, it is possible to advance a 

nimiber of research suppositions to examine the combined impact of these research 

variables on institutional autonomy; 

The economic climate for higher education will vary among the states 
based on a combination of conditions which negatively or positively 
impact state revenues available for higher education(e,g. , unemploy- 
ment, revenue spent for social services, inflation, tax relief 
legislations, federal aid, economic development and diversification). 

The public policy agenda for higher education pursued by coordinating 
boards and legislatures in different states will vary in accord with 
roqional economic conditions and the enrcllment and finance policies 
<jd()pt(^d by public institutions to adjust to changing conditions. 

Higher education coordinating agencies in states with a stable or 
growing economic base will focus public policy in higher education 
in\ a different set of values (i.e., diversity of choice, access, and 
productivity) than those states with a declining economic base (i.e., 
cobt containment, self-governance, and quality). 

Between 1975 and 1982, state higher education coordinating agencies 
v;ill have evidenced a marked increase in the number and type of 
institutional volume indicators used in resource allocation decisions. 

Unable to significantly reduce educational expenditures because of 
swelling "fixed cost commitments" (salaries, benefits, energy, and 
facility maintenance requirements), public colleges and universities 
in economically depressed states will increase student costs to a 
level sufficient to offset any potential imbalance between revenue 
and expenditures. 

Faced with conditions of: 1) reduced ability to provide incremental 
revenue to public colleges and universities, and 2) rising student 
costs, state agencies in economically depressed states will establish 
fiscal policies to control institutional expenditures and tuition 
costs , 

~- The imposition of expenditure and cost policies by state agencies in 
economically depressed states will significantly alter the traditional 
role and authority fo institutional governing boards in decisions ref- 
lated to higher education finance. 

Public colleges and un i vers i t i es , faced with erosion of authority to 
make independent expend i ture , and pricing policies, will seek to 
augment autonomy through development of private sources of revenue to 
support institutional programs and services. 
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RESEARCH METHODS 

Public policy is an elusive subject for research. Empirical measurement 
is mode difficult by research indicators that are not easily defined, policy 
initiatives that defy ineasuren)ent because of rapid shifts in public attitudes, 
and research subjects (state agency officials, college and university adminis- 
trators, state leqislators) reluctant to disclose vital information because of 
the sensitive nature of public policy. In the research model postulated in 
earlier discussion, the public policy initiatives of state government agencies 
are vi^nved as: l) a consequent of state economic conditions and institutional 
pricin^j and expenditure policies, 2) a potential inhibitant of institutional 
auttjnoiiiy, and 3) a determinant of institutional finance strategies. 

Public policy can be measured using a working definition of public policy 
as the coHiplex of: l) documented perceptions and attitudes held by state 
qovernment officials regarding the desirable future direction of higher educa- 
tion pricing, expenditure, revenue, and enrollment policies; and 2) views held 
by college and university administrators regarding the future direction of 
higher education public policy established by state agencies. Since attitudes 
and perceptions of government agency and institutional officials are the key 
ingredients in public policy research, a mu 1 t i -faceted research design Is 
necessary to ensure data validity. This design should include multiple categories 
jf research subjects, multiple techniques for data collection, and multiple 
sources of data. 

Multiple Sources o^ Research Data . Influents to public policy such as 
changing economic and demographic conditions and institutional pricing and 
expenditure policies involve multiple sources of data including published 
reports, official agency documents, survey data, and interviews with agency 
and institutional officials. In the current study, multiple-source data are 
used to study public policy from the perspective of: l) the antecedent 
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conditions that ^.iiapo public policy for higluM" education (i.e., state 
economic conditions, appropriation policies, and institutional pricing and 
vx[)eruli lure policies), and 2) the consequent factors that comprise the 
in][Mct(s) of [)ul>lic policy on public colleges and universities (i.e., con- 
striction of institutional autononjy and change in institutional finance 
.t rat iM|ies) . PubV .^li.-^l ■ h.':uT^}itr will be examined to determine the economic 
condition of various states and the impact of these conditions on higher 
•^Ujcafion appropriation growth rates. :hivv,-j tc-^hntjuci^ will be eiwployed with 
.taf.^ agency officials, college and university administrators, and legislative 
•.t jff to Jr>cunient the [)ublic f)olicy interests of state officials. In--der>th 
''■ will be conducted with state agency officials, college and 

iMitversiJy dd:ni n i s t ra tor > , and legislative staff in specific states to collect 
p-rce[>t:Lial data regarding the primacy of different public policy initiatives 
tor htMher education and the impact of these initiatives on institutional 
iuronoiry and finance strategies. 

^lllLUlbLA^^jLi.^^^^^^^^^^ f^^^ C ollec tion of Research Data . Di f ferent research 
>iiL'Jects (I.e., state agency officials, college and university administrators, 

J.nive staff, etc.) may have different perceptions of the design and 
lir-ctlon public policy depending on the nature of their organizational 
af f • I i at ir.n. A collectivity of research subjects representing different 
(<-itegories of organ i /at iona 1 affiliation is reguired for effective research 
on public policy. The following categories of research subjects are used in 
t fie cijrri'nt study: 

State Coordinating Board Officials (Two-year and Four-year) 

--executive director 
--director of finance 
--director of academic affairs 

Public College and University Administrators (Two-year and Four-year) 

--chief executive officer 
--chief academic officer 

2x 
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--chift lirhincial officer 

--chief of f i cer/ i nsl i t ut iona ] relations 

Stntc L(^f]i s 1 ature (Hiqher Education Committee Members and Support Staff) 

--committee head/higher education appropriations committee 
. senato! 
. house 

--legislative support staff 

--cofnmi ttee members/higher education appropriations committee 
.senate 
.house 

Mul t i [)1 Techn iques for Data Collection . It is necessary to employ a 
coiTib i nat i on of data collection techniques in public polciy research so that 
asscTl ions from data are not confined to peripheral issues or the self- 
interested political positions put forward by research subjects. Three 
research techniijues are used to identify the public policy initiatives and 
priorities of government agencies in selected states: 

1. " Absolute Scale" technique in which an arra) of public policy initia- 
t i ves (e.g. , access, cost containment, diversity of choice, quality, 
productivity) are defined and presented to research subjects for 
evaluation of salience. Salience ratings ("very important" to 
"unimportant" on a five-point Likert Scale) are assigned to a series 
of descriptive statements that describe each policy initiative. A 
composite score representing the "mean" for multiple statements 
descriptive of a spec ific policy initiative is establi shed for 
research subjects grouped according to affiliation (coordinating 
board official, college administrator, legislative staff, etc.). 

2. " Rank-order" technique in which subject ratings of the relative 
importance or public policy initiatives are obtained through ranking 
initiatives from highest to lowest in accord with individual percep- 
tions of their importance. 

3. " Open-end" techn i que in which research subjects are asked to record, 
in their own words, the higher education public policy issues that 
are, or should be, the focus of attention in the state. 

These research techni(]ue5 will yield data that describe the primacy of 

public policy initiatives among different higher education constituencies 

In a specific state. Consensus documented among agency, institutional, and 

legislative officials with respect to the priority and absolute rank of 

different policy initiatives will be interpreted as a definitive statement of 
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higher education public [)olicy in a specific state. Differences of opinion 
t)rtween respondent groups will mandate additional research including 
t()ll()v;Mjp inlervir-v/s to clarify survey data. 

DATA ORGANIZATION AND ANALYSIS 

rift'ctive rostMrch rjn public policy depends on precision in the methods 
U'.vii to cr^llect, organize, and analyze data. Presented below is a matrix of 
f .r.u.fi hypotheses, rese.^rch indicators, and data collection procedures 
tiMt wili he used to organize and examine research data in the four stages 
ot thr sttidy: Dociirnentat ton of State Economic Conditions, Documentation of 
Sr He Aq.-ncy Appropriation Policies and Institutional Pricing and Expenditure 
Polic'<-,, Documentation of Public Policy Initiatives, and Documentation of 
i ::t*.ict on Gover nafice and Tinancel 

.^ii^l^L£[!iL- t^^^^cu mentat Ion of St ate Economic Conditions 

^ • ^j^,:\^^'3 rch Hypothe ses 

- • " *« ' '':':.:^^L:!!il^ h ^giirr^ adu nUon will vavu w idcli^ 

- ; ; _ J^c ..^l^LLL.iUj^l ' sijnificgyit vcdationnhip demonstrated between 
: ' - ^hL^L;:i':lh'!Pl±Li:L^^^^ i:taten and 2) higher eduoati o\ 

'il'-'l:!*l:JllLlLJS!:-Sli' ^'jj ^-^ between IPSO and ID6P.. 



' • 'Ljl.Lll^lJ^ r'elationship mlL be demonstrated between 

. lk^d!li^^n:lL^±^^^_ pf selected states and rj per eapita spemm^ 

y ''dAt:.l:-:.h:Ljhi:J^.^:'i^-^['^- b etween lOSO and 19 82. Per capita spending \ 
for [)ublic higher education will increase at a much slower rate in ^ 
economically depressed states compared to states experiencing economic 
growth. 



/; ^ '\ ':^J:^lS'^'^^^^ relationship will be demonstrated between 
^ -'-'-i'l^ill^*.!.:'' V:Jldli^^_.. of. s elected states and i:) the proportion of 
' ri^l^!j:LL:jJu<dji:A_ i>[ ^^^'t for nub lie higher education. As economic 
conditions worsen in selected states, a smaller percentage of the state 
budget will be spent on public higher education compared to previous years. 



I. Research Indicators 



♦annual growth rate of the revenue budget in selected states, 1975-82 
•trends in revenue projections/collections for selected states, 1975-82 
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#ijiRMii[)]oyiiH'n' r<jtt"> for selected stc3tes, 

♦ annucj] rate of inflation for selected states, 1973-82 

^business and industrial closings in selected states, 1975-82 

#plant utilization rates in selected states, 1975-82 

41 industrial production in selected states, 1975-82 

tbusine'ss and industrial relocation in selected states, 1975-82 

•public higher education appropriation growth rates for selected states, 
1975-82 

#per capita expenditures for higher education in selected states, 1975-82 

#pf»rcenta(je of total state budget spent on public higher education in 
selected states, 1975-82 

fpercentaqe of st.ate budget spent on human services (social services, 
mental health, law enforcement, etc.) in selected states, 1975-82 
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Pr eliminary States Selected fur Research Analysis- 

' ' Grov/th" Category ' ^ Depressed" Category 



SlcltO 


1980-8? 
Approp. 
Cfianqe- 

'Si — 


1982 
Approp . 
per Cap? ta 


State 


1980-82 
Approp. 
Change 


1982 

Approp. 
per Capita 


Alaska 




$356.37 


0 regon 




$ 90.73 


Ok I .jlu)!:ki 




129.00 


S. Dakota 


( 0 ) 


77.99 


u . U(ik<^> I a 


(+h3 ; 


1 DH. 95 


M i f.sou r i 


( + 1^J 


11. hi 




(+39 :) 


137.85 


Ca 1 i f orn i a 




135.35 


»^' • < ■ , i M ' J 


(+38 ) 


197.56 


11 1 i no i s 




89.80 




(^31 ) 


1 18.05 


1 ndi ana 


i+ez) 


88.75 






71 .^^t 


Arkansas 




86.28 


f i or i\ki 


'f->6 ) 


89.95 


Wash i ngton 




1 18.05 



T<itr> irv arbitrarily assiqned to categories of "growth" and "depression" 
'a<>ed orj ht(jher education appropriation growth rates between I98O-8I and 
i jb2'83, State a[)['ropr i at ion data are extracted from a report by M.M. 
'hanf^rs (jf Illinois Stale University as state tax funds appropriated 
IfM ofu rat'ncj expenses and scholarship programs for higher education. 
Aisotijit of appropriations may be reduced later in some states because of 
shortlall in revenues. Not 'acluded are appropriations for capital out- 
lav or (Honev from sources other than state taxes, such as student fees. 
Iruhided are ai^propr i a t i on s for annual operating expenses even if 
aprr')f)r iated to some other agency of the state for ultimate allocation 
to institutions of higher education. Pre-al located state taxes whose 
nroci'ols art- dedicated to any institution of higher education are^^ 
itHJu(K'<» even though }>eriodic appropriation by the legislature may be 
l)V})asstd. Also included are state tax fumls appropriated for scholar- 
ships and statewide ^joverninq or coordinating boards. 

Not adjusted for inflatiot).' 



State appro[)r iat ions divided by U.S. Census Bureau population estimates 
for 1981. 
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.collection and reviev-; of published documents and statistical reports 
(it'Uiilincj state fiscal data, 1975-82 

. cf)f rtrspondenct and in-de^pth Interviews v/ith state budget officials 

^j'i^i' D'jcument at ion of State Agency Appropriation Policies and Institu- 
' ^.jQP^^I Pricing and Expenditure Policies 

' • Researc h Hypotheses 

;/ f ? ; : . ' • 7 1 ' C'Ui Ui'-r wl'l I , nht ain Ictwcen I) hi{jhcp edujgtioyi 

i; ; r ' :^ ' •^' ^t'rvojir'i^af^ ( li}7b- 8Lf) in aelcr'tcd r.taten and 2) the 

' ' n^'fni^Tji^t^^ indicfatop data collected by higher educa- 

* ! ^[''■*~'^\lU:afd>i : a bar in ^nv /ipprf^^i^y'i 'i tions decisions . 

CotTrd iTiatTng'^oards In states experiencing economic stress will exhibit 
<i tendency to significantly expand the amount of volume indicator data 
(data descriptive of Institutional enrollments, facilities, staff, 
proqrams, etc.) requested from institutions for use in appropriations 
decisions compared to states experiencing sustained economic growth. 

'^a:.^.-/:.' /" /. ;K''fy.''rvit re Lat'' QHchip i.ril l be dcmonstmted b^iiw^en : 
■ )' *a; 't^'.-a^'^iri: ritjf'^'^r^ri'i^ devcnden-'e on x )ol^mc indicatop data for liujh cr 
. • iu- ^i^'yi^jvij^orpia^^^ deHsiom^ and urav-to-ijcar change in f nr.titu- 
^'"^i7^'>iPo] Irncy^ and tuition vvicing policier. . As coord I nat r ng 

boa*rTs^^^econo7nTcal ly depressed states expand the amount of information used 
In appropriations decisions, public colleges and universities wi ) i implement 
policies to adjust enrollment levels, tuition pricing, and expenditures to 
maintain or Improve the ratio of revenues to expenditures. 

I j . K c search I nci i cat or s 

• institutional voluiue indicator data requested by higher education coordi- 
McitirKj boards and government agencies in selected states for appropriation 
(incisions, 1975"82 (year-to-year comparisons). 

)) i n<,t i tut lofial enrollment data/history and projections 

b) academic proqrafus, discipline, and course enrollment data 

c) acadeinic services data, library volume, learning centers, etc. 

d) auxili<iry sim vices data 

e) faculty, administrative, and support staff data 

f) faculty load data/credit hours, contact hours, faculty-student 
rat los 

q) facilities data/square footage, capacity and utJization, energy 
usage and projections 

h) financial data/revenues and expenditures by category 
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•year-to-year changes in institutional enrollment, tuition prjcina and 
expenditure policies in selected states. 1975-82 Pnong. and 

3) enrol Iment po] ic ies 

-imposition of institutional enrollment ceilings 
-imposition of program enrollment ceilings 

'llT.tL!i'Zn-V" program enrollment levels 

to expand tuition revenue (increasing class size) 
-across-the-board expenditure reductions 
-selective expenditure reductions 
-resource real location 

-increase in tuition pricing (cost per credit) 

pricing policies in selected states between 1975-82 tuition 
III. Data Co ll ection Procedures 

-technical instructions for budget preparation 
-budget request forms 

. s mut.onal expenditure, enrollment, and tu i t ion p ic 9 poHc^es and 
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Siage_Q^,__Do^^ 

uitterential Economic Condi ti^iTT ^ ^ 

1 . Research Hy potheses 

economically depressed states will undertake major 



i nst i tut ions 



acata.c quality and reduction in programs an^ serv c^s „i ' arolt 
potential IV ha™fu, e?fects^of ^iu^Ld T'Zi^ol' 'Jlr^^X' 
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higher education. A converse relationship between economic conditions 
and public policy initiatives would be expected among public colleges 
and universities in states experiencing economic growth. A condition 
of sustained growth would encourage the development of institutional 
policies favoring student access, program and enrollment growth, and 
diversity of student choice. 

I I - Resea rch Indicators 

.perceptions of the salience of various public policy issues for higher 
education by college and university administrators, higher education 
coordinating board officials, legislative staff, and state legislators 

-absol ute sea 1 e techn i que 
-rank-order technique 
-open-end techn i que 

III. Ddta Collection Procedures 

#survey ques t ionna i re' admi n i ste red to: l) selected college and university 
administrators, 2) state higher education coordinating board officials, 
3) legislative staff to house and senate higher education committees, 
and k) state legislators serving as committee members on house and senate 
higher education committees. 

#fol low-up interviews with selected institutional, agency, and legisla- 
tive officials 



Stage Four: Documentation of Impact on Governance and Finance Strategies 

in Public Colleges and Universities 

1 . Research Hypotheses 

;/;// ^othesir> 7 : A rel.jt ionchip will be demonrytrated between the public 
i 'illhilL i^^i^^'<i^- ives ep gluatcd as important by agenaieG of government in 
nrleiJted ctater> and eentralization/deoentralization of pricing and 
e xpenditure dcmsi(nw in public colleges and universities . In states 
experiencing economic stress, cost and expenditure containment will become 
a salient public policy issue among state agency officials and college 
and university administrators. Decisions regarding institutional enroll- 
ment levels, tuition pricing, and expenditure levels will be centralized 
(i.e., regulated by state agencies) to achieve a "balance" between 
i ns t i tut i ona 1 expend i tu res and revenues . In states exper i enc i ng economi c 
g rowt h , pub 1 i c^o licy issues such as diversity of choice, p roduct i v i ty , 
and expanded access will receive attention from agency and institutional 
officials. Enrollment and finance decisions in these states will be 
decentralized with college^and university administrators assuming the 
major share of responsibility for strategic decisions. 

//;/; -0 thi:r> t n S : A significant re latiom^hif^ wi ll be demonstrated between 
the ieoel of central ization for college and universitij expenditure and 
prici ng deci-i^i onc^ in selected states and inr>titutional and state agency 
pro ji'ction s o f tr ends in the revenue mix for public higher education . 
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Public colleges and universities in economically depressed states will 
attempt to offset the effects of declining appropriations and increasing 
centralization of finance and enrollment decisions through expansion of 
private-sector revenue to support institutional operations. In contrast, 
the combined income provided by state aid and tuition for public colleges 
and universities in developing states will meet the budgetary needs of 
most institutions and thereby reduce institutional dependence on private 
sector support. 

'h^VothcGiQ 9: A s ignifir^ant relationship will obtain between inoreasing 
hioti tu tional depemlcn^e o n private-sector revenue^or support of 
r po groms and services and administrative peroeptions of the future direo- - 
t ron of higher education appropriation policies in selected states. 
Among states in which public colleges and universities have substan- 
tially increased private-sector revenue for institutional programs, 
administrators will identify a pattern of change in state aid formulas 
involving a shift in the burden of support for higher education to 
private sector organizations. 

Research I nd i catorb : 

•state agency and institutional perceptions of the level of centralization 
decentralization of higher education enrollment and finance decisions in 
selected states, 1975-82 

Routine Enrollment and Finance Decisions 

-specificity of technical instructions for budget 
request submission issued by state agencies 

-level of precision in enrollment data required 
for enrollment driven formula budgeting 

-level of documentation required for exceptional 
changes (categorical increases/decreases) in year- 
to-year institutional budget requests 

-state agency policies for transfer of funds between 
expenditure categories in institutional budget 

Exceptional Enrollment and Finance Decisions 

-beginning-of-year budget adjustments instituted by 
state agencies vis a vis changing state revenue 
levels and/or institutional enrollment levels 

-mid-year budget adjustments instituted by state 
agencies 

-freeze on institutional hiring via state agency 
mandate 

-imposition of mandatory "savings" or "accruals" in 
inst i tut ional budget 
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-ceiling on institutional and program enrollments 

-imposition of tuition pricing policies by state 
agencies 

•assessment of institutional efforts to increase revenue from private 
sector organizations 

-agency and institutional perceptions of current 
versus anticipated revenue generated from private- 
sector organizations, 1982-85 

a) business and industry 

b) foundation 

c) alumni giving 

d) private gifts (non-alumni) 

e) mi seel 1 aneous 

-agency and institutional perceptions of current 
versus anticipated percentage of revenue for the 
operating budget in public colleges and universities 
generated from private sector organizations, I983-85 

-changes in staff undertaken by institutions (i.e., 
increases in staffing and/or reorganization of staff) 
to improve private sector revenue 

♦assessment of institutional and agency perceptions of the probability of 
changes in state aid formulas to substitute private sector revenue for 
public sector revenue in appropriations to public colleges and universities 

#state agency and institutional forecasts of the future revenue mix for 
public colleges and universities in selected states, 1983-88 

-volume and percentage of institutional revenue between 
1983 and 1988 forthcoming from the following sources: 

a) tuition 

b) state aid 

c) local taxation 

d) federal programs (research, entitlement and student aid) 

e) private sources (gifts, foundations, business and industry, 
etc. ) 

f) miscellaneous sources 

g) other 

Data Collection Procedures 

#survey questionnaire administered to 1) selected college and university 
administrators and 2) state higher education coordinating board officials 

#fo] low-up interviews with selected institutional and state agency officials 
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IMPLICATIONS FOR INSTITUTIONAL GOVERNANCE 

This study may contribute more to understanding of the relationship between 
economic differentiation, public policy, and institutional autonomy than it will 
to the improvement of institutional finance strategies, hence augmentation o 
institutional autonomy. Improvement depends upon critical factors outside of 
institutional control such as the political incentives facing legislators and 
other policy makers. In the eyes of many legislators and elected political 
officials, the public would certainly benefit from consideration of policy 
issues such as expanded access to higher education, but such issues involve 
indirect benefit to constituencies and are therefore too diffuse to catalyze 
voting blocs and pressure groups. Given a continuing scenario of differential 
economic conditions for higher education, the question is one of the impact on 
parties to the governance process of changing public policy interests of state 
agencies. These parties include students who benefit from high quality programs 
with adequate equipment and supply inventories; faculty whose departmental 
budgets and salary and benefits would be improved if based on full state fund- 
ing; and administrators and boards of trustees who would experience greater 
latitude in decision making if public policy encouraged decentralization of 
decisions to higher education institutions with adequate support provided by 
state agencies. 

If the expenditure and pricing policies of public colleges and universities 
become a major public policy issue in the igSO's, faculty and administrators 
will likely see incremental powers and expectations for centralized planning 
and coordination on the part of state agencies; regulatory strategies in the 
form of tuition controls; greater interest in cost-based '^reimbursement 
whether prospective or retrospective, as the mode of state funding; and even 
some market strategies such as an increasing emphasis on private sector support 
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as opposed to direct state funding of institutions to open "free market competi- 
tion" as a means to control costs. The issue will become one of control over 
policy related to institutional expenditures and pricing — control which has 
traditionally rested with institutional governing boards. 

The distribution of authority for expenditure and pricing decisions is 
apt to change as economic conditions change over the next decade. Will there 
be a "state mode" for distribution of authority in economically depressed 
states? Will higher education institutions control their own destiny in the 
establishment of financial policy or will state agencies seize the initiative 
and provide coordination for these decisions? Will the public policy interests 
of state government agencies support coordination of higher education pricing 
and expenditure policies or will such interests mitigate or mollify coordination? 
And, finally will variable state economic conditions make a difference in the 
public policy interests of state agencies, hence the milieu for governance, or 
will such interests emerge quite apart from economic considerations? 
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